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Tke  following  report  and  resolutions  from  tlie  Committee 
on  State  and  Municipal  Taxation  ol  tlie  Gkaml>er  oi  Com- 
merce of  tke  State  of  New  York  will  ke  presented  to  tke 
Ckamker  for  action  at  its  next  montkly  meetu^^  Octoker  3, 
1918: 
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.    REPORT  ON  THE  WAR  REVENUE  BILL 

On  September  3,  1918,  Honorable  Claude  Kitchin  of  North 
Carolina,  chairman  of  the  Committee  on  Ways  and  Means  and 
floor  leader  of  the  Democratic  majority  in  the  House  of  Repre- 
sentatives, submitted  his  long-awaited  proposals  for  new  taxa- 
tion (H.  R.  12,  863,  Sixty- fifth  Congress),  together  with  an 
mianimous  report  (/7.  Doc.  767,  Sixty-fifth  Congress,  2nd  Ses- 
sion) from  his  committee  favoring  their  enactment.  These  pro- 
posals are  distinguished  by  the  facts,  that  (1)  they  would,  ac- 
cording to  the  Committee  estimates,  increase  the  annual  Federal 
tax  revenue  to  $8,182,492,000,  approximately  double  the  sum 
raised  during  the  fiscal  year  1918,  and  more  than  twice  the 
largest  amount  ever  raised  by  taxation  in  any  other  nation  in 
any  one  year;  (2)  they  would  place  upon  the  taypayers  of  the 
United  States  a  heavier  proportion  of  the  governmental  ex- 
penditures of  1919  than  was  ever,  in  time  of  war,  borne  by  the 
taxpaying  citizens  or  subjects  of  any  modem  power,  and  (3) 
they  would  not  materially  increase  the  relatively  small  fraction 
of  the  total  population  now  required  to  make  direct  tax  pay- 
ments. Indeed,  it  would  seem  that  the  maxim  "tfie  greatest  good 
to  the  greatest  number''  had  been  considered  the  exact  equiva- 
lent of  "the  maximum  exploitation  of  the  fewest  citizens"  and 
that  the  latter  phrase  had  been  treated  as  a  principle  of  action 

admitting  no  variation. 
The  determination  that  one-third  of  the  governmental  expenses 
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of  the  fiscal  year  1919  mugt  be  met  by  taxation  was  based,  says 
the  rqK)rt — 

"upon  a  careful  consideration  of  the  effect  of  the  fiscal 
policy  upon  the  morale  of  the  people,  upon  the  inflation 
of  prices,  upon  production,  and  with  reference  to  the  rela- 
tive ability  of  the  people  to  pay  taxes  now  and  after  the 
war." 

But  no  traces  of  the  mental  processes  of  this  consideration  are 
revealed  and  the  sole  visible  support  for  the  conclusion  reached 
is  the  following  statement — 

"On  June  5,  the  Secretary  of  the  Treasury  advised  your 
committee  that  the  probable  expenditures  for  the  fiscal  year 
ending  June  30,  1919,  would  be  about  $24,000,000,000,  and 
recommended  that  one-third  of  this  amount  be  raised  in 
taxes,  or  $8,000,000,000." 

The  ratio  between  loans  and  taxes  is  the  very  foundation  of 
war  finance,  since  resort  must  be  had  to  both  and  upon  the  wis- 
dom of  its  determination  may  rest  the  future  of  the  American 
continent. 

The  problem  is  promptly  to  convert  the  largest  practicable 
proportion  of  the  national  wealth  into  current  funds.  England, 
although  following  the  tradition  of  the  Napoleonic  wars  and 
placing  a  degree  of  dependence  upon  current  taxation  not  ap- 
proached by  any  other  belligerent  (except  the  United  States), 
proposes  to  raise  but  15.06  per  cent,  of  the  war  expenses  of  1919 
by  taxation.  Yet  English  wealth  is  far  more  liquid  in  form  than 
American  wealth  and  it  is  liquidity  rather  than  volume  which 
measures  ability  to  meet  heavy  and  sudden  tax  exactions.  Sur- 
plus income  is  the  only  source  from  which  taxes  can  be  derived 
with  economic  safety.  When  this  limit  is  passed,  taxes  must  be 
drawn  from  capital  and,  as  the  payments  cannot  be  made  in 
kind,  this  means  forced  sales  and  demoralization  of  values.  The 
initiation  of  sudi  a  process  spdls  immediate  disaster  and  ulti- 
mate defeat  of  the  fiscal  plans  and  puri)oses.  Taxation  alone 
will  not  satisfy  the  demands  of  war,  the  whole  surplus  income 
of  the  people  will  not  suffice,  while  extreme  taxation  will  dry 
the  springs  of  production  at  their  source.  In  considering  this 
danger,  with  regard  to  the  high  and  rapidly  progressive  rates 
sought  to  be  applied  to  individual  incomes,  it  should  be  borne  in 
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mind  that  while  the  living  or  operating^  expenses  of  cor- 
porations and  business  undertakings  are  invariably  deducted 

before  determining  ''net  income"  for  taxation  purposes,  there 
is  no  corresponding  deduction  in  the  case  of  individuals.  This 
is  perhaps  a  necessary  discrimination,  but  it  should  impel  mod- 
eration in  the  fixing, of  the  rates  of  tax. 

The  dangler  of  forced  sales  at  a*serious  sacrifice  would  be  much 
more  imminent  in  this  country,  owing*  to  the  very  large  proportion 
of  wealth  which  is  in  real  estate  and  other  fixed  forms,  than  in  Eng- 
land. Yet  from  April  1, 1914,  to  March  31,1918,  England  disbursed, 
for  all  purposes,  $35,069,830,000,  only  $9,220,615,000,  or  26.29 
per  cent,  of  which  her  government  ventured  to  obtain  by  taxa- 
tion. The  actual  expenditures  for  military  purposes,  men,  muni- 
tions and  armament,  but  excluding  ordinary  expenses  of  the 
peace  establishment,  interest  and  loans  to  allies  and  Dominions, 
amounted  to  $22,429,cS85,000,  of  which  only  $3,270,660,000,  less 
than  15  per  cent.,  came  from  taxes. 

The  progress  of  English  taxation  is  ^own  by  the  following : 


}ear  ivhich  ended 

Total 

tmcnast  over  next  previous  year 

with  March  31: 

revenues 

Total 

Per  cent. 

1914 

%  991,215,000 

1915 

1,133,470,000 

$  142,255,000 

14.35 

1916 

1,683,835.000 

550,365,000 

48.56 

1917 

2,867,140,000 

1,183,305,000 

70.27 

1918 

3,536,170,000 

669,030,000 

23.33 

1919* 

4,210,250,000 

674,080,000 

19.06 

•  Budget  estimates. 

It  is  difficult  to  comprehend  the  reasons  for  subjecting  Ameri- 
cans to  two  doublings  of  taxation  in  successive  years,  when 
England  has  never  doubled  her  tax  revenues  and  has  made  but 
one  increase  of  as  much  as  fifty  per  cent. 

For  the  fiscal  year  1918,  Congress  appropriated,  for  all  pur- 
poses except  loans  to  allies,  $11,892,027,501,58,  but  the  Execu- , 
tive  Department  succeeded  in  spending  only  $7^58,672,721.14, 
or  66.92  per  cent,  of  this  amount.  The  amount  raised  by  taxa- 
tion was  $3,941,663,000,  or  49.53  per  cent,  of  the  expenditures. 
Bonds  were  issued  in  the  sum  of  $9,978,785,800,  and  war  sav- 
ings stamps  sold  in  the  sum  of  $307,092,391,  making  die  total 
new  debt  of  $10,285,878,191.  Loans  to  allies  amounted  to 
$5,623,029,750,  leaving  a  balance  of  new  debt  over  such  loans 
of  $4,662,848,441.    The  figures  do  not  appear  to  be  available 
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but  it  is  not  unlikely  that  this  balance  of  new  debt  is  equaled,  or 
nearly  equaled,  if  not  exceeded,  by  expenditures  for  construction 
of  ships  for  commercial  purpose*;,  permanent  fortifications,  ships 
of  war,  and  other  purposes  which  it  is  commonly  recognized 
should  be  provided  for  by  bonds.  In  other  words,  it  is  within 
the  possibilities  that  the  whole  of  the  actual  expenditures  for 
mimediate  warfare  of  the  fiscal  year  1918  was  met  by  tlie  taxa- 
tion of  that  year. 

It  is  not  clear  that  it  will  be  possible  to  expend,  during  the 
fiscal  year  1919,  any  larger  proportion  of  the  $24,328,561,427.67 
appropriated,  than  that  expended  out  of  the  smaller  aggregate 
appropriated  for  1918.  Before  hitting  upon  one-third  as  the 
portion  to  be  raised  by  taxes,  there  was  no  deduction  for  loans 
to  allies  or  for  amounts  to  be  devoted  to  building  cargo  ships, 
for  naval  construction,  for  fortifications  located  upon  American 
soil  or  for  other  permanent  purposes.  This  neglect  is  regret- 
table and  its  consequences  may  prove  serious. 

The  new  measure  goes  somewhat,  but  not  sufficiently,  in  the 
direction  of  simplicity  by  doing  away  with  the  accumulation  of 
taxes  provided  in  separate  enactments,  but  the  alternative  taxes 
upon  so-called  "excess  profits"  or  "war  profits,"  with  their  com- 
plicated modifications  and  limitations,  are  almost  equally  con- 
fusing. While  it  puts  in  the  hands  of  minor  subordinates  the  de- 
termination, at  least  in  the  first  instance,  of  matters  of  vital  inter- 
est to  tiie  citizen — ^a  determination  made  not  by  law  but  by  the 
individual,  informed  or  uninformed,  judicial  or  prejudiced,  as  the 
case  may  be.  It  wisely  ronoves  the  obnoxious  and  unjustly  dis- 
criminatory additional  income  tax  of  eight  per  cent,  upon  earned 
incomes  and  it  limits  the  taxes  on  profits  to  corporate  enterprises. 

The  principal  sources  of  revenues,  should  the  bill  be  enacted 
in  its  present  form,  would  be  as  follows : 

Total  to  be  collected  Increase  aver  191S 

Individual  incomes.   $1,482,186,000  $552,186,000 

Corporate  incomes-.^   894,000,000  365,500,000 

Excess  or  war  profits   3,200,000,000  1,409,000,000 

Estates   110,000,000  62,547,000 

Beverages    1,137,600,000  837,600,000 

The  first  four  of  the  above  items  account  for  $5,686,186,000, 
or  69.49  per  cent.,  of  the  estimated  total  receipts  of  $8,182,492,000. 
The  estates  tax  is  especially  subject  to  the  criticism  that  it  is 
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imposed  upon  capital.  Tn  many  instances  payment  would  require 
the  sale  of  assets  upon  an  unfavorable  market.  Moreover,  its 
heavy  rates  are  superimposed  upon  State  taxes,  often  heavy  in 
themselves,  and  the  new  clause  specifically  imposing  the  Federal 
tax  upon  siuns  paid  as  State  taxes  on  legacies  and  shares  in  the 
same  estate  seems  like  a  studied  effort  to  accomplish  the  injus- 
tice of  double  taxation.  It  is  significant  of  a  strange  temper 
that  there  is  no  exemption  in  favor  of  widows,  although  neither 
under  the  exigencies  of  the  Civil  War  nor  to  meet  the  expenses 
of  the  Spanish  War  was  it  considered  appropriate  to  tax  the 
provision  left  by  a  decedent  for  the  benefit  of  his  widow.  As 
a  temporary  expedient,  such  a  tax  is  unjust  as,  during  its  short 
period,  it  falls  heavily  upon  relatively  few  estates,  while  com- 
pletely exempting  the  larger  fraction  of  property  which  later 
decedents  freed  from  the  tax  leave  to  their  successors. 

Your  Committee  refers  to  its  rqwrt  submitted  June  7,  1917. 
It  finds  that  many  of  the  matters  therein  declared  to  be  unsat- 
isfactory are  to  be  perpetuated  and  that  no  consideration  has 
been  given  to  its  constructive  suggestions — further: 

1.  The  new  measure,  like  its  predecessors,  is  distinguished  by 
its  failure  to  be  based  upon  a  comprehensive  budget,  expressing 
the  matured  and  responsible  judgment  of  those  charged  with 
the  duties  of  government  and  showing  the  amounts  and  dis- 
tribution of  the  sums  proposed  to  be  expended  and  raised.  It  is 
almost  an  admission  of  incapacity  to  administer  the  democratic  • 
form  of  government  that  a  method  recognized  as  essential  by 
monarchies,  both  limited  and  absolute,  should  be  by  us  ignored. 
When  the  amounts  dealt  with  have  become  colossal,  this  condi- 
tion assumes  the  proportions  of  national  disgrace.  The  neces- 
sity of  placing  in  identical  hands  the  control  of  income  and  out- 
lay has  become  compelling. 

2.  Any  tax  system,  especially  in  times  of  stress  v^ich  has 
a  recognized  tendency  to  produce  profligacy  and  corruption, 
should  be  supplemented  by  measures  to  dieck  these  evils.  Your 
Committee  believes  that  the  House  of  Representatives  should 
establish  a  vigorous  auditing  committee,  amply  provided  with 
assistance  and  authority  and  under  the  chairmanship  of  a  mem- 
ber of  the  minority  party. 

3.  Loans  to  allies  and  expenditures  for  permanent  purposes 
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do  not  constitute  a  proper  basis  of  taxation.  The  amounts  ex- 
pected to  be  repaid  and  those  to  be  represented  by  governmental 

property  remaining  in  existence  after  the  war,  ought  to  be  ex- 
cluded in  calculations  intended  to  determine  the  amount  or 
proportion  of  expenditures  to  be  raised  by  taxation.  The  ex- 
penditures of  1919,  exclusive  of  loans  to  allies,  v/ill  not  exceed 
$16,000,000,000.  The  existmg  law,  continued  without  change, 
would  produce  $4,417,267,000  or  27.61  per  cent,  of  this  amount 
in  1919.  Your  Committee  finds  no  reason  for  new  taxation  at 
this  time  or  for  further  tax  legislation  than  would  remove  the 
admitted  crudities  and  inequalities  of  the  present  statutes,  sub- 
stituting more  approved  taxes  for  those  that  are  most  obnoxious 
to  sound  economic  principles. 

4.  Increases  in  taxation  should  not  leap  forward  with  such 
enormous  strides  but  move  moderately  and  with  cautious  regard 
for  the  preservation  of  a  substantial  margin  for  tax  expansion, 
should  the  war  prove  of  unexpected  duration.  Otherwise  it 
might  become  impossil3le  to  provide  new  increments  of  tax 
revenue  to  meet  the  added  interest  of  successive  bond  issues  and 
national  credit  might  falter  at  the  moment  of  extreme  necessity. 
The  situation  is  already  menaced  by  the  proposed  prohibition  in 
1919  of  the  production  of  beverages,  which  alone  will  reduce  the 
amount  collectible  in  the  fiscal  year  beginning  July  1, 1919,  by  at 
least  $1,000,000,000. 

5.  The  incidence  of  this  taxation  is  as  important  as  its  amount. 
Under  our  form  of  government  it  is  of  first  importance  that  all 
should  feel  participation  in  all  tlie  burdens  as  well  as  all  the 
opportunities  of  national  existence.  Every  argument  for  uni- 
versal military  service  is  equally  an  argument  for  universal  tax- 
ation. Moreover,  there  is  extreme  injustice  of  discrimination 
among  the  recipients  of  the  smaller  incomes.  The  farmer  whose 
income,  including  the  contributions  of  the  farm  to  his  living, 
falls  below  $1,000,  often  pays  $100  or  more  in  property  taxes, 
while  the  artisan,  whose  income  mav  be  double  that  of  the 
farmer,  pays  no  tax  at  all.  If,  for  adminisLrative  reasons,  a  tax 
upon  incomes  below  $1,000  cannot  well  be  collected  from  the 
recipients,  all  payments  for  labor  and  service  might  be  covered 
by  receipts  and  the  normal  tax  represented  by  stamps,  the  cost 
of  which  should  be  deducted  from  the  amount  stated  in  each 
receipt.   A  corruption  more  insidious  and  far-reaching  than  that 
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of  the  ballot-box,  now  happily  almost  eradicated,  is  being  im- 
ported into  our  national  life  through  class  legislation  and  class 
exemptions  from  taxation  and  the 'wicked  pretense  that  it  is 
right  for  the  majority  to  vote  taxes  for  the  exploitation  of  the 
minority.  ■ 

6.  In  view  of  the  essential  position  of  capital  in  our  industrial 
civilization,  our  tax  system  should  be  based  upon  outgo  rather 
than  upon  income,  thus  stimulating  frugality  and  disoouiaging 
waste,  while  the  destructive  death  duties  should  be  eliminated. 
Stamp  taxes  should  be  a  prime  source  of  revenue.  The  former 
tax  upon  checks  should  be  restored  and  so  should  all,  or  nearly 
all,  the  stamp  taxes  used  during  the  Civil  War  and  the  Spanish 
War.  There  should  be  taxes  upon  constunption.  Tea,  coffee 
and  st^r  should  bear  relatively  high  rates  and  your  Committee 
especially  recommends  a  stamp  tax  upon  receipts,  to  be  required 
for  all  purchases  in  amotmts  exceeding  $1.00.  Practical  diecks 
upon  consumption  are  needed  to  check  the  rapidly  rising  scale 
of  costs.  Therefore,  be  it 

Resolved^  That  the  Committee  on  State  and  Municipal  Taxa- 
tion of  the  Chamber  of  Commerce  of  the  State  of  New  York 
urges  that  the  Congress  evolve  a  well-balanced  and  financially- 
sound  revenue  bill  upon  these  considerations,  which  will  con- 
duce to  the  future  prosperity  of  our  country ;  and 

Resolved,  Further,  That  copies  of  this  report  and  resolutions 
be  sent  to  the  President  of  the  United  States,  to  the  members 
of  the  Cabinet  and  to  members  of  the  United  States  Senate  and 
the  House  of  Representatives. 


Respectfully  submitted, 

Leonor  F.  Loree,  Chairmm 
William  C.  Demorest 
Charles  D.  Hilles 
Clasence  H.  Kelsey 
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Of  the 
Committee 
on 
State 
and  Mwmd^al 


Cha&les  T.  Gwynne, 


Alfred  E.  Marling^ 


New  York,  September  14- y  1918. 
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